• Explain the steps involved in the financial planning process.
Making Financial Decisions
Personal fi nance refers to all the things in your life that involve money. Personal fi nancial planning means spending, saving, and investing your money so you can enjoy the kind of life you want, along with fi nancial security. Everyone has different fi nancial goals. Goals are the things you want to accomplish. Getting a college education, buying a car, and starting a business are some examples of goals. Planning your personal fi nances is important because it will help you reach your goals. The fi nancial planning process has six steps.
Defi ne What is personal fi nancial planning?
Step 1: Determine Your Financial Situation
Once you have determined your fi nancial situation, you will be able to start planning. First, make a list of your savings, monthly income (money you receive, such as job earnings, an allowance, tips, gifts, and interest on bank accounts), monthly expenses (money you spend), and debts (money you owe to others). A good way to estimate your expenses is to keep a careful record of every amount you spend for one month.
Step 2: Develop Your Financial Goals
To develop clear fi nancial goals, you will need to think about your attitude toward money. Is it more important to you to spend your money now or to save for the future? What are your wants and needs? Would you rather get a job right after high school or continue your education?
Think about how your wants and needs affect your fi nancial goals.
Step 3: Identify Possible Courses of Action
It is important to consider your options before making a decision. Generally, you will have several possible courses of action.
Step 4: Evaluate Your Alternatives
When you evaluate your alternatives, use the sources of fi nancial information that are available. Look at where you are in your life, your present fi nancial situation, and your personal values. Consider the consequences and risks of each decision you make. Your fi nancial goals will help you determine the best option.
Step 5: Implement a Financial Plan of Action A plan of action is a list of ways to achieve your fi nancial goals. If your goal is to increase your savings, a plan of action could be to cut back on spending. If you want to increase your income, you could get a part-time job or work more hours at your present job.
Step 6: Review and Revise Your Plan
As you get older, your fi nances and needs will change. That means your fi nancial plan will have to change, too. You should reevaluate and revise it every year.
Reader and Case Study

Follow My Money
A host of young bloggers have opened their fi nances for all to see-and learn from.
Jonathan Ping is not a fi nancial guru. He's not a certifi ed fi nancial planner. And he's not a millionaire (yet). He's simply a 27-year-old engineer living with his wife and dog in a rented house in Portland, Oregon. Within the next 18 months he hopes to scrape up $100,000 for a down payment on a home, and he wants to build a net worth of $1 million by age 45. So far he's at $88,953.
How do I know this? It's in bold type in the top right-hand corner of his Web log, MyMoneyBlog.com, where Ping keeps a daily tally of his progress. He's one of more than 150 bloggers, mostly 22 to 35, who have adopted an open-source approach to personal fi nance. Most keep their names secret, but that's about all they hide. In stark contrast to their parents' generation, for whom comparing incomes can be awkward, if not downright taboo, bloggers list fi nancial information down to the dollar in retirement, brokerage, and savings accounts.
CASE STUDY Go to the Introduction to
Business Online Learning Center through glencoe.com for the BusinessWeek Reader Case Study.
Use a spreadsheet to develop a budget of your daily expenses. Examine your budget carefully to determine which costs meet your values and goals and which ones you could eliminate to save money. Write a journal entry about your fi ndings. The  most common way  for teens to earn  money is through 
Active Learning
Making Money
Sources of Financial Information
When making fi nancial decisions, the Internet is a good place to get information on social and economic conditions. Most corporations put facts about their company and fi nancial situation on their Web site. They will also mail information that is requested. 
Understanding Risk
When you make a fi nancial decision, you also accept certain risk. Some types of fi nancial risk include:
• Infl ation Risk Infl ation is a general increase in the cost of goods and services. If you wait to buy an item you want, you risk the possibility that the price will increase. An important part of fi nancial planning is understanding which risks you can afford to take and which ones you cannot. If you decide a course of action is too risky, you might decide to choose an alternative. In some cases, insurance is available to limit your exposure to risk. Diversifi cation of your assets is another way to minimize risk.
Identify List some types of fi nancial risks.
Consequences of Choices
An opportunity cost, sometimes called a tradeoff, is what you give up when you make one choice instead of another. Suppose you want to become a full-time college student. You would like to work full time, but your work hours would confl ict with your class schedule. If you choose to pursue your education, you will give up the opportunity to work full time, at least for a while. 
Money Management
Think about some steps you can take now in managing your money so that you can get the most from your income.
Read to Learn
• Discuss the importance of budgeting.
• List the steps for preparing a budget.
The Main Idea
Meeting your fi nancial goals requires you to know your income and expenses. A budget can enable you to track your spending and make choices about your money.
Key Concepts
• 
Graphic Organizer
In a fi gure like the one below, list the seven steps for preparing a budget. The Importance of Budgeting
Academic Standards
Money management is necessary for consumers, businesses, and governments. Money management is a method of planning to get the most from one's money. Like consumers, businesses and governments must fi gure out how to utilize their income to pay for things they want or need. Income is a limited resource for everyone. Most people want more goods and services than they have money to buy. A budget helps them to set fi nancial priorities. Figure 28 .1 shows average U.S. household expenses.
A budget is a plan for using your income in a way that best meets your wants and needs. It includes a record of your expected income, your planned expenses, and your planned savings over a certain period of time. Hence, a good budget helps people set priorities for spending and saving and tracks their money.
Analyze Why is income a limited resource for everyone?
Preparing a Budget
Planning a budget is a seven-step process: Set your goals; estimate your income; budget for unexpected expenses and savings; budget for fi xed expenses; budget for variable expenses; record what you spend; and review spending and saving patterns. Step 2: Estimate Your Income
Everyone Budgets
Once you have set your goals, you can begin working on a budget. Start by recording your estimated income for the next month. Your income is the actual amount of money you earn or receive during a given period. Include all sources of income that you know you will receive, such as take-home pay and income on investments.
Pay and Deductions
Your gross pay is the total amount of money you earned for a specifi c time. Your gross pay is reduced by various deductions, or amounts that are taken out of your pay before you receive your paycheck. Deductions include items such as taxes, insurance premiums, retirement contributions, and union dues. Your take-home pay, or net pay, is your gross pay minus deductions.
Budgeting for IT Productivity
In today's world, most business leaders believe that an organization that does not invest in information technology (IT) cannot survive. Just imagine an offi ce without computers. IT increases productivity. However, while investments in IT are necessary, part of the role of IT professionals is to match productivity gains to technology costs. Productivity is the primary measure of technology's economic impact. It is frequently diffi cult to measure technology's impact, but as with every other budgetary line item, expenditures must match organizational goals to technology expenditures. When the costs for IT software and hardware are added up, decisions need to be made that narrow the difference between investments in IT and the performance it generates. Step 3: Budget for Unexpected Expenses and Savings You have to plan for expenses such as food, rent, and clothing to satisfy your basic needs. An expense is an amount of money used to buy or do something. You must also plan for unexpected expenses, such as medical visits or accidents. Unexpected expenses could include rises in costs for items such as gasoline. Figure 28 .2 provides a glimpse of budgeting software.
Go to the Introduction to Business
A budget must also include a plan for savings. Savings make it possible for you to meet future wants and needs. They also protect you against expenses that you did not budget for, that are higher than you expected, or that are completely unexpected. You need a savings plan if your long-term goal is to make a major purchase, such as a new computer or a vacation.
When you develop your budget, make sure that the total income fi gure is the same as the total for planned expenses and savings. If your planned expenses and savings are more than your income, you will have to cut some expenses or fi nd some other source of income.
Managing Your Money Figure 28.2
Budgeting Software You can use budgeting software to create reports, charts, and graphs that quickly show you when you paid a bill, how much you paid, and to whom. How might budgeting software make preparing your taxes easier?
Think about some unexpected expenses you have had and how they affected your budget.
Section 28.2
Review Key Concepts 1. What are the seven steps to preparing a budget? 2. What is the difference between gross pay and net pay? 3. How are fi xed expenses and variable expenses different?
Academic Skills
English Language Arts
Interview someone who is responsible for a budget for a club, business, or other organization. How do goals drive the budget? How often is it revised? How is it monitored? Write a story about your interview for the organization's newsletter. Then write a short plan describing the money management techniques you will use in order to meet your goals.
Go to the Introduction to Business Online Learning Center through glencoe.com to check your answers.
Step 4: Budget for Fixed Expenses
Fixed expenses are expenses that occur regularly and are regularly paid. They include payments for rent, insurance, and a car loan. The amount of a fi xed expense might sometimes change, but it is usually about the same over long periods.
Step 5: Budget for Variable Expenses
Variable expenses are expenses that change and can be controlled more easily than fi xed expenses. They include expenses such as food, phone charges, entertainment, and gifts. The amounts for these expenses usually vary from month to month.
Step 6: Record What You Spend
To fi nd out how practical your budget is, you will need to keep track of your expenses during one month and revise your budget if necessary. The difference between the budgeted amount and the actual amount that you spend is the budget variance. This fi gure can be either a surplus or a defi cit. A surplus is extra money that can be spent or saved, depending on a person's goals and values. A defi cit occurs when more money is spent than is earned or received.
Step 7: Review Spending and Saving Patterns
Budgeting is a continual process. You need to review your budget each month and consider making changes. 
Key Terms
1. On a sheet of paper, use each of these key terms and academic vocabulary terms in a sentence.
Academic Vocabulary
Vocabulary Review
2. Explain the steps involved in the fi nancial planning process.
Identify sources of fi nancial information.
4. Discuss sources of risk.
Discuss the consequences of choices.
6. Discuss the importance of budgeting.
7.
List the steps for preparing a budget.
Review Key Concepts
Section 28.2 Summary Section 28.1 Summary Personal Financial Planning Everyone must make fi nancial decisions. Identifying your fi nancial goals and planning how to get the most from your money are part of personal fi nancial planning. If you plan well and carry out those plans, you can reach your fi nancial goals. To create a fi nancial plan, you need to determine your fi nancial situation; develop your fi nancial goals; identify possible courses of action; evaluate your alternatives; implement a fi nancial plan of action; and review and revise your plan. Often fi nancial planning means you must research options so that you can evaluate risk and make wise choices. 
Money Management
Investing in a Corporation
27. An annual report is a corporation's yearly review of activities, especially its fi nancial dealings. Choose a corporation, and research its annual report, either online or by contacting the company. Read the report's overview and highlights. Did the company meet its goals? Why or why not? Would you consider investing in it? In a two-page paper, explain your answers.
